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Executive Summary

OIG Mission

The Small Business Administration (SBA) Office of Inspector General (OIG) is an independent and
objective oversight office created within SBA by the Inspector General Act of 1978, as amended (IG Act).
The OIG provides auditing, investigative, and other services to support and assist SBA in achieving its
statutory mission to maintain and strengthen the Nation’s economy by protecting the interests of, and
assisting, small businesses, and helping families and businesses recover from disasters. Under the
authority of, and in fulfillment of, the IG Act, the OIG:

» Promotes economy, efficiency, and effectiveness in the management of SBA programs and
supporting operations;

» Conducts and supervises audits, investigations, and reviews relating to the Agency’s programs
and supporting operations;

» Detects and prevents fraud and abuse;

» Reviews existing and proposed legislation and regulations and makes appropriate
recommendations; and

» Keeps the SBA Administrator and Congress informed of serious problems and recommends
corrective actions and implementation measures.

The OIG also carries out other significant statutory responsibilities and Government-wide mandates.
These include responsibilities under the Small Business Act and the Small Business Investment Act.

Highlights of the Budget Request

For Fiscal Year (FY) 2009, the OIG requests a total of $16.5 million — $15.5 million in direct
appropriations and $1.0 million to be transferred from SBA’s Disaster Loan program account for work on
disaster program issues. This funding request compares with total monetary recoveries and savings
during FY 2007 of almost $130 million from disallowed costs agreed to by management,
recommendations that funds be put to better use agreed to by management, court ordered and other
investigative recoveries and fines, and loans/contracts not made as a result of investigations and name
checks — a sizable return on investment. The funding level requested for FY 2009 is essential for the OIG
to: (1) investigate and deter loan fraud and other wrongful conduct, including widespread fraud by loan
agents involved with SBA assisted financing; (2) perform effective oversight of multiple SBA programs
through audits and other work; and (3) continue to pay for SBA'’s financial statement audit, which alone
accounts for about 12 percent of the amount requested.
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While SBA’s non-disaster staffing has decreased by about 28 percent since 2001, the Agency’s total loan
portfolio has increased by 59 percent during this same period. In FY 2007 alone, a total of 103,000 new
Section 7(a) and Section 504 loans were funded — the most in the Agency’s history — representing

$19.8 billion in new lending. In addition, even prior to the significant disaster assistance provided in
connection with the Gulf Coast hurricanes of 2005, the number and dollar value of SBA disaster loans for
FY 2005 were nearly double the amount in the previous year as a result of the series of hurricanes in
Florida during 2004. The Agency’s portfolio of loans receivable has also grown significantly. Credit
program receivables, including business and disaster direct loans and defaulted business loans
purchased per the terms of SBA's loan guaranty programs, were valued at $8.3 billion at the end of

FY 2007, an increase of 31 percent over the previous year.

With significantly more taxpayer dollars at risk, coupled with the Agency’s diminished oversight
capabilities as a result of its reduced staffing levels, there is greater potential than ever for waste, fraud
and abuse in SBA'’s financial assistance programs. An example of this is an ongoing case that is
developing into one of the most significant fraud schemes ever investigated by the OIG. This conspiracy,
which is being investigated jointly with the U.S. Secret Service, involves at least 76 fraudulent SBA-
guaranteed loans totaling over $76 million. To date, the investigation has resulted in the indictment of

31 individuals, including the former executive vice president of the participating SBA non-bank lender, as
well as a bank vice president who aided in the scheme by providing false financial documents to assist in
the approval of these loans. To date, recoveries and cost savings total approximately $16 million.

As SBA and its resource partners increasingly rely on Information Technology (IT), the need for close
scrutiny of the security of information systems and related privacy data has also increased dramatically.
An OIG review of SBA’s protection of sensitive information determined that SBA had not fully
implemented the required data protection safeguards outlined in Office of Management and Budget
(OMB) Memorandum 06-16, Protection of Sensitive Agency Information, by the specified deadline. The
review also found that SBA was vulnerable to unauthorized disclosure of personally identifiable
information, particularly information stored on mobile computers and devices.

The SBA directs significant efforts toward helping small businesses obtain Federal contracts and
providing other business development assistance. During FY 2006, more than $77.7 billion in contracts
were awarded to small businesses, including over $12.5 billion in contracts under the Section 8(a)
program. Current issues affecting SBA’s Government Contracting and Business Development programs
require a continued high-level of focus by the OIG. For example, major vulnerabilities within the Section
8(a) program include limited program oversight; inequitable distribution of contracting opportunities
among participants; a lack of implemented measurable, consistent, and mandatory criteria pertaining to
all aspects of economic disadvantage; a lack of implemented criteria defining business success for
purposes of program graduation; inadequate emphasis on business development; and a primary
database that does not contain the information needed to successfully manage the program.

While there continues to be substantially more work than the OIG can undertake within current or even
requested resources, the funding requested for FY 2009 will enable us to maintain an auditing and
investigative focus on the most critical areas by:

» Conducting audits and reviews of high-risk SBA activities, continuing to focus on systemic
programmatic and operational vulnerabilities;

» Reviewing and providing comments on statutory changes, regulations, policies and procedures,
and other issuances proposed by SBA or affecting SBA programs or operations, with a continued
emphasis on limiting wasteful, confusing, or poorly-planned initiatives;

» Working an active caseload of approximately 200 investigations of potential loan and contracting
fraud and other wrongdoing, continuing the OIG’s successes in prosecuting complex, multimillion
dollar fraudulent financial schemes;
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» Contracting with a certified public accounting (CPA) firm to perform the audit of SBA’s financial
statements for transactions related to the Agency’s $84.5 billion guaranteed and direct loan
portfolio;

» Performing required background investigations for SBA employees in public trust and national
security positions in order to achieve a high level of integrity in the Agency’s workforce;

» Promoting the prosecution of civil fraud cases, debarment, and administrative enforcement
actions to foster integrity in Agency programs; and

» Conducting name checks and, where appropriate, fingerprint checks on program applicants to
prevent known criminals and wrongdoers from participating in SBA programs.

The OIG will continue to focus on three critical risks facing SBA, as discussed in the OIG’s FY 2006 —
2011 Strategic Plan.

» Risks of financial losses due to SBA'’s downsizing, centralization, and limited oversight and
controls.

» Risks to SBA’s performance of its statutory mission to promote small business development and
government contracting.

» Risks associated with SBA’s IT and financial management systems, and other internal
operations.

OIG Strategic Goals

The OIG’s FY 2006 — FY 2011 Strategic Plan contains two strategic goals that are aligned with the
office’s central mission under the 1G Act.

» Improve the economy, efficiency, and effectiveness of SBA programs and operations.
» Promote and foster integrity in SBA programs and operations.

The OIG seeks to improve SBA programs by identifying key issues facing the Agency, ensuring that
corrective actions are taken, and promoting a high level of integrity. The OIG focuses on serving the
needs of its customers and stakeholders and safeguarding SBA resources from waste, fraud, and abuse.
The following table shows the resources requested in FY 2009 for each of the OIG’s strategic goals and
the anticipated impact/outcomes.

Strategic Goal ;Y 2009 Anticipated Impact/Outcomes
equest
Goal 1: Improve the economy, » Improvement of efficiency and effectiveness in
efficiency, and effectiveness of $8.25 million the delivery of SBA programs.
SBA programs and operations. > Resolution of OIG-identified Management
Challenges.
» Enhancement of internal controls.

Goal 2: Promote and foster . > Reduction of risks to, and increased integrity
integrity in SBA programs and $8.25 million of, Agency programs and operations.
operations. . .

peratl » Reduction of fraud and abuse in SBA

programs and operations.
Total $16.5 million
Small Business Administration FY 2009 Budget Request
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Summary of the Budget Request

FY 2009
Dollars in Thousands FY 2007 FY.2008 FY 2009 Increase/
Actual Estimate Request
(Decrease)
New Budget Authority $13,855 $15,000 $15,500 $500
Transfer from Disaster 1,485 500 1,000 500
Total $15,320 $15,500 $16,500 $1,000

These funding levels include activities required by various statutes and directives, as well as projects and
activities that will further the OIG’s achievement of its strategic goals. Funding for each project or function
includes salary and benefits (about 83 percent of the total amount requested), including Law Enforcement
Availability Pay for the OIG’s criminal investigators; the annual audit of the Agency’s financial statements
by a CPA firm (about 12 percent of the total amount requested); background investigations for SBA
employees in public trust and national security positions; and required travel, training, and equipment for
auditors and investigators.

Critical Risks Facing SBA

In an era of tight budgets, the OIG must focus on the most significant risks to SBA and the taxpayer, and
on improving program and operational processes. The OIG’s activities during FY 2009 will focus on
assisting SBA in meeting the challenges that it faces and accomplishing its mission in the most effective,
efficient, and economical manner possible. Critical risks currently facing the Agency include the following.

Risks of Financial Losses Due to SBA’s Downsizing, Centralization, and Limited
Oversight and Controls

The SBA faces an increased risk of losses and unnecessary payments due to its growing reliance on the
actions of parties outside of the Agency over which it does not always exercise adequate oversight. This
risk has been further heightened as a result of Agency efforts to expand its loan portfolio while downsizing
and centralizing lender oversight activities in recent years. For example:

» The Section 7(a) and Section 504 programs, which are designed to facilitate loans to small
businesses, now rely on more than 5,000 lenders and other entities across the country to make
loans, many of which are made without direct SBA oversight. Currently, about 80 percent of
loans guaranteed annually by SBA are made by SBA lenders under delegated authority. The
OIG’s review of the Agency’s delegation to lenders of virtually all loan processing and
administration functions indicated that the Agency does not have sufficient controls to detect
fraud and prevent unnecessary losses. The OIG has identified Management Challenges relating
to the Agency’s controls in the guaranty purchase process, oversight of lenders, and efforts to
deter fraud by loan agents. OIG audits and reviews have further identified other areas where
insufficient controls are in place over SBA financial assistance programs.

Small Business Administration FY 2009 Budget Request
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» Under the Small Business Investment Company (SBIC) program, SBA licenses venture capital
firms to provide financial assistance to small firms. SBA is exposed to significant losses under
this program due to the large dollar amount of Agency obligations, and in recent years has
experienced billions of dollars in losses. The OIG has identified a Management Challenge
relating to SBA’s oversight of the SBIC program.

» The Disaster Loan program is another key SBA lending program, which provides direct Federal
assistance for non-farm private-sector disaster losses. This highly visible program is vulnerable
to fraud and unnecessary losses because loan transactions are often expedited using significant
numbers of inexperienced employees in order to provide relief to disaster victims as quickly as
possible.

Risks to SBA’s Performance of Its Statutory Mission to Promote Small Business
Development and Government Contracting

The Small Business Act directs that SBA promote the award of Government contracts to small
businesses and firms owned by less privileged groups (such as minorities, service-disabled veterans,
women, firms from areas of low economic activity, and others). Recently, Federal agencies have
streamlined their acquisition practices by using, for example, multiple award contracts, Federal supply
schedules, and credit card purchases, thereby making it more challenging for small businesses to
compete. Various studies by the Government Accountability Office (GAQ), the OIG, and others have also
highlighted government-wide flaws in procurement processes and regulations that can result in large
businesses performing contracts intended for small businesses. The OIG has identified Management
Challenges that address deficiencies in SBA’s program management relating to the oversight of small
business awards and promotion of business development and procurement opportunities for minority-
owned firms.

Risks Associated with SBA’s IT and Financial Management Systems, and Other Internal
Operations

The SBA depends on a complex IT environment, which includes a number of mission critical systems
running on a mix of legacy mainframe, client-server, and minicomputers. SBA has had difficulty
producing reliable and timely financial and management information to support its operations, primarily
because of reliance on outdated IT systems that are not integrated with other systems. Although the
Agency continues its efforts to enhance existing applications, improvements are still required in a number
of key areas. Other factors that affect IT infrastructure and increase control risks include the age of core
operating systems, deficiencies with Agency computer security programs, consolidation of operations, the
complexity of models and programs, increased reliance on third party providers, and failure and/or
inability to address OIG audit recommendations.

The Agency has taken steps to improve its financial management and reporting. These efforts have been
focused primarily on improving the Agency’s models for estimating subsidy costs, improving controls over
financial statement preparation, and correcting accounting errors related to loan sales and subsidy cost
allowances. For FY 2007, SBA received an unqualified opinion on its financial statement audit; however,
the auditors identified a number of other areas where improvements were needed. Thus, despite
considerable improvement, IT and financial management issues continue to present significant
challenges for the Agency.

Aging information systems, coupled with changing Federal financial reporting and security standards,
increase the risk that SBA'’s fragmented financial processes may hinder the Agency’s capability to carry
out its mission and maintain the security of its information and assets. For example, SBA’s FY 2007
financial statement audit reported a significant deficiency related to security controls to provide
reasonable assurance that IT resources such as data files, application programs, and IT-related
facilities/equipment are protected against unauthorized modification, disclosure, loss, or impairment.

Small Business Administration FY 2009 Budget Request
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Risks Associated with Disaster Assistance

As a general rule, SBA’s practice of processing disaster loans as quickly as possible, using significant
numbers of inexperienced employees, places the Disaster Loan program at risk. Specific risks include:

» Loan Decisions — Loan approval and decline decisions are made quickly and frequently by
inexperienced loan officers.

» Loan Disbursement and Repayment — The loan disbursement process frequently involves
progress payments, and SBA may not identify misuse of proceeds or defaults until one year from
the date of the note for the loan under deferred payment requirements.

» Loan Servicing and Liquidation — Historically, loan servicing has been understaffed, thereby
lessening controls over liquidation of collateral, charge-offs, and debt collection activities.
Furthermore, collateral supporting loans may have other mortgages ahead of SBA's lien position.

» Potential for Duplication of Benefits — The scope and breath of damage may increase aid and
assistance at the Federal, State and local levels, thereby exacerbating potential duplication of
benefits.

» Loan Fraud — Based on referrals to the OIG, individuals have claimed property damage that
never occurred or for property not owned during the disaster; made false statements about
criminal records; wrongfully collected payments from the Federal Emergency Management
Agency (FEMA) while applying for an SBA loan; attempted to bribe SBA officials; misused SBA
loan funds for gambling or other unauthorized purposes; and overstated financial losses.

Strategic Goals and Objectives

The two goals in the OIG’s Strategic Plan are designed to align available resources and manage auditing,
investigative, and other activities in the light of SBA’s most significant challenges and risks.

Strategic Goal 1. Improve the Economy, Efficiency, and Effectiveness of SBA Programs
and Operations

Through audits, investigations and other efforts, the OIG reviews all aspects of SBA’s operations to
improve Agency efficiency and effectiveness. The subject areas examined are determined in response to
legislative mandates or requests from sources outside the OIG, or through OIG assessments of SBA’s
risks and vulnerabilities. An important aspect of this work is developing and following up on the major
Management Challenges facing SBA in accordance with the Reports Consolidation Act. In addition, the
OIG increasingly focused available resources on specific legislative and other mandates.

Objectives
» ldentify systemic weaknesses and solutions in critical SBA programs and operations.

» Assist SBA in improving the security over, and accuracy of, SBA accounting and performance
information.

Implementation Strategies

» Conduct audits and reviews of high-risk activities and conduct follow-up reviews to assess
implementation.

» Periodically analyze audits and reviews, as well as investigations of complaints and program
participants, to identify trends and systemic weaknesses.

Small Business Administration FY 2009 Budget Request
Office of Inspector General 6 Congressional Submission



» Regularly work with the Agency to identify, update, and resolve the top Management Challenges.

» Focus audits and reviews to identify improper payments, unnecessary losses, and questionable
expenditures.

» Respond in a timely and effective manner to inquiries, complaints, and clearances.

» Review proposed and existing Agency legislation, regulations and directives, and provide timely
and relevant recommendations to Agency decision makers.

FY 2007 Accomplishments

During FY 2007, the OIG devoted considerable time and resources to auditing three critical high-risk
activities of SBA: (1) providing oversight of lenders who are authorized to make SBA-guaranteed loans;
(2) processing loans to victims of recent disasters; and (3) providing oversight of the Section 8(a)
Business Development program and government contracting programs to ensure contractor compliance
with program requirements.

Lender Oversight

Annually, approximately 80 percent of SBA’s guaranteed loans are made by lenders to whom SBA has
delegated loan-making authority. Under this delegation, lenders are allowed to originate, service, and
liquidate loans with little oversight from SBA. SBA's growing reliance on delegating loan-making authority
to commercial lenders has increased the risk of financial losses for the Agency, resulting in an increased
need for audit attention.

During FY 2007, the OIG issued 12 reports that identified major deficiencies in SBA’s oversight of its
lenders (4 of these reports addressed various lender oversight activities and 8 related to specific SBA-
guaranteed loans). For example, the OIG’s review of SBA’s purchase process for honoring guaranties on
SBAExpress and CommunityExpress loans estimated that SBA purchased up to $130.6 million in
guaranties without ensuring that the lenders properly managed the loans. The audit identified instances
where lenders failed to verify borrowers’ use of loan proceeds, verify the accuracy of financial information,
or properly determine their eligibility and creditworthiness. Similarly, a review of the guaranty purchase
process for 7(a) loans at the National Guaranty Purchase Center disclosed instances where SBA
purchased guaranties without adequately analyzing available documentation or obtaining sufficient
information needed to assess whether lenders originated, serviced, and liquidated loans in accordance
with SBA requirements and prudent lending practices. Based on the results of this review, the OIG
estimated that SBA made approximately $36 million in erroneous payments on loans with purchase
reviews completed between October 2004 and May 2005.

The OIG also audited SBA'’s process for assessing lender performance to determine whether the Agency
implemented appropriate and timely actions to correct identified lender deficiencies. The review found
that, while SBA had an adequate rating system for assessing lender risk, it arbitrarily limited the number
of lenders that could be considered “high-risk” to no more than 10 percent of the total lenders evaluated.
Based on OIG recommendations, SBA agreed to reconsider how risk ratings are used to determine which
lenders are high-risk. The OIG also found that SBA conducted on-site examinations of only about one-
third of its lenders and generally was not timely in notifying them of deficiencies discovered during the
examination process.

Disaster Loans

The size and magnitude of SBA’s Gulf Coast hurricane disaster relief effort has required the OIG to
provide timely, effective, and proactive oversight to minimize potential fraud, waste, and abuse. The OIG
has dedicated substantial resources to audits and investigations related to disaster loans, including loans
for the 2005 Gulf Coast hurricanes and the series of hurricanes in Florida during 2004. The OIG’s audit

Small Business Administration FY 2009 Budget Request
Office of Inspector General 7 Congressional Submission



and investigation plans for the 2005 Gulf Coast hurricanes are outlined in a five-year work plan that
summarizes anticipated projects based on risks identified in past disasters and risks arising from the
unique aspects of these hurricanes.

After the 2005 Gulf Coast hurricanes, SBA faced significant challenges in meeting the demand to process
an unprecedented number of loans. Loan approval and decline decisions were made quickly and
frequently by inexperienced loan officers. In the fall of 2006, as public criticism mounted about SBA'’s
slow progress in disbursing Gulf Coast disaster loans, SBA launched a campaign to expedite loan
disbursements. Based on several employee complaints and Congressional inquiry into these activities,
the OIG issued a series of reports examining issues that surfaced during the Agency’s expedited
disbursement initiative. For example, the OIG reported that loans generally were not being disbursed
against borrowers’ wishes, as alleged by employee complaints. The OIG also assessed whether
disbursements occurred without obtaining the necessary documentation from borrowers to secure the
loans. The OIG reported that SBA disbursed an estimated $368 million in loan proceeds on about 3,113
secured loans without perfecting liens on property used as collateral or completing UCC filings, increasing
the Agency’s risk of losing its lien position to other creditors. Additionally more than half of the Gulf Coast
loans totaling over $3.7 billion were processed under the SBA’s Expedited Loan Program, which was
established to reduce the processing time for underwriting disaster loans. After examining loans made
under expedited procedures, the OIG estimated that $1.5 billion may have been awarded to applicants
who lacked repayment ability. Consequently, there is a high probability that a significant number of loans
processed under expedited procedures will default.

Government Contracting and Business Development

The OIG also issued several key audit reports concerning SBA’s government contracting programs. For
example, an audit found that SBA did not follow its own regulations when determining whether companies
qualified as small for 8(a) procurements. In response to the audit report, SBA developed a strategic plan
to ensure that size determinations were correctly made. In another audit of Section 8(a) contracting
related to Gulf Coast reconstruction, the OIG identified issues with the completeness and accuracy of
procuring agency reports on 8(a) contracts, impairing SBA'’s ability to effectively monitor 8(a) program
participants. Another audit determined that two 8(a) mentor protégé program participants were
improperly awarded sole-source contacts and, ultimately, failed to perform the contracts in compliance
with 8(a) program laws and regulations. Review of the contract awards and performance disclosed that
large businesses performed 86 to 98 percent of the contract work and materially benefited from the
contracts that were sole-sourced to 8(a) participants, contrary to the intent of the 8(a) and mentor-protégé
programs. Finally, another important audit found that SBA performed only limited oversight of large prime
contractors’ subcontracting plans, which resulted in billions of dollars of subcontracts escaping oversight.
In FY 2006, only 968 (less than half) of an estimated 2,200 large prime contractors were reviewed, and
most of the reviews were off-site or relied heavily on contractors’ self-reported achievements. In addition,
SBA had sharply curtailed active marketing and matchmaking activities of its Commercial Market
Representatives (CMRs), and revised its regulations to eliminate the matchmaking function. The OIG
recommended that the Agency develop an annual performance plan for the Subcontracting Assistance
Program that establishes performance goals that more directly measure program effectiveness, and
annually report the number and dollar value of subcontracts to small businesses, as required by law.

Other Accomplishments

» The OIG also reviewed SBA's protection of sensitive information and its IT security processes.
One review determined that SBA had not fully implemented the required data protection
safeguards outlined in OMB Memorandum 06-16, Protection of Sensitive Agency Information, by
the specified deadline. This review also found that SBA is vulnerable to unauthorized disclosure
of personally identifiable information, particularly those stored on mobile computers and devices.
Other IT audits also found additional vulnerabilities and deficiencies.

» Pursuant to the Chief Financial Officers Act of 1990, the audit of SBA’s FY 2007 financial
statements was performed by KPMG LLP under a contract with the OIG. The independent
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auditors’ report concluded that SBA’s consolidated financial statements presented fairly, in all
material respects, the financial position of SBA as of and for the years ended September 30,
2007 and 2006. The financial statements also presented fairly, in all material respects, SBA'’s net
costs, changes in net position, and combined statements of budgetary resources for the years
then ended. With respect to internal control over financial reporting, KPMG reported a significant
deficiency related to IT security controls, but did not consider this deficiency to be a material
weakness. In addition, the auditors’ test for compliance with certain laws, regulations, contracts,
and grant agreements determined that SBA did not fully comply with the Debt Collection
Improvement Act (DCIA) of 1996 because the Agency did not consistently follow Treasury
guidelines when referring delinquent debts for collection.

» The OIG’s FY 2007 report on SBA’'s Management Challenges was again singled out for praise by
the Mercatus Center at George Mason University, which stated “The SBA report provides the
best example by far of an insightful inspector general assessment and should serve as a model
for other inspectors general.” For each Management Challenge, the OIG identified the steps
needed to resolve it and used a color coded “scorecard” system to rate the Agency’s progress
under each of the steps. OIG staff met with program offices to discuss the challenges and
provide the OIG’s current assessment of Agency progress in addressing them. This approach
provided clear communication of the Management Challenges and the recommended actions to
overcome them. It also provided interested parties outside of SBA with a way to know the extent
of progress made. Lastly, program managers were provided with an incentive to overcome the
challenges by achieving favorable color scores.

The OIG’s activities and accomplishments are discussed in more detail in the office’'s Semiannual Reports
to Congress. Statistical highlights are also provided in the OIG’s FY 2007 Performance Report later in
this document.

FY 2008 — FY 2009 Planned Performance

During FY 2008 and FY 2009, in addition to conducting audits and reviews that are required by statutes
and other directives, the OIG will focus on the most critical risks facing SBA, as discussed above, and on
improving program and operational processes. Several areas of emphasis are discussed below.
Additional activities and strategies for accomplishing this strategic goal are contained in the OIG’s

FY 2008/2009 Performance Plan later in this document.

Financial Management

The Chief Financial Officers Act of 1990 requires each Federal agency to have annual audited financial
statements. In addition, a key Administration initiative is to have agencies improve their financial
management activities, to include providing financial statements and financial performance information in
a timelier manner. A five-year contract was awarded to KPMG to conduct the audits of SBA'’s financial
statements, as well as the FISCAM reviews, beginning in FY 2006. This contract accounts for 12 percent
of the total amount requested by the OIG for FY 2009.

Performance Measurement

Managing for results and producing annual performance plans and reports requires valid, reliable and
high-quality performance measures and data. The OIG will review selected SBA performance data to
determine its accuracy and completeness and assess the process used to ensure the quality of such
data. The results of these reviews will provide valuable information to decision makers who rely on the
information to assess SBA'’s performance and accountability.

Information Technology

As SBA and its resource partners increasingly rely on IT, the need for close scrutiny of the security of
information systems and related privacy data has also increased. For example, the OIG was requested
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by OMB to monitor SBA’s controls over Personally Identifiable Information as part of its annual review of
SBA'’s compliance with FISMA. The OIG will conduct audits to assess the controls and security of SBA's
computer operating system and network by reviewing SBA’'s commitment to providing sufficient resources
in order to manage computer security, maintain SBA systems, provide technical support, and administer
security training. The OIG will also identify ways to improve the quality of data collected through the loan
accounting and loan application tracking systems. These loan tracking and financial reporting systems
play a key role in SBA oversight of its $84.5 billion guaranteed and direct loan portfolio, and provide
information for performance measurement. The OIG will continue periodic audits of the Agency’s main
information systems including the recently upgraded Disaster Credit Management System. These audits
will look for IT security weaknesses and determine whether the IT systems meet users’ needs and contain
accurate data. As threats to disrupt cyber-based systems continue to occur throughout the world, the
Agency must take steps to improve controls to prevent such disruptions and ensure the continuity of
mission critical operating systems.

Financial Assistance

As the Agency has downsized, centralized its operations, and increasingly turned more loan processing
and administration responsibilities over to lenders, often with limited guidance and oversight, the risks of
lender non-compliance and negligence have increased. The OIG will continue to review internal controls
over the business loan programs, specifically the 7(a) and 504 loan programs. Efforts will emphasize on
determining whether the Agency is reducing improper payments in its purchases of guaranteed loans and
properly liquidating loans prior to charge-off. Reviews will also include assessments of SBA'’s collateral
valuations and appraisal oversight. The OIG will also continue to conduct audits of business loans and
disaster assistance loans that go into default quickly because past work has shown that, frequently, such
loans were not properly originated and effective controls and procedures were not in place to prevent
improper payments. In addition, the OIG will continue to review the Agency's oversight of the SBIC
program, with emphasis on the examination, licensing, and funding processes.

Government Contracting and Business Development

The SBA directs significant effort towards helping small businesses obtain Federal contracts and
providing other business development assistance. SBA'’s Office of Government Contracting and
Business Development is tasked with helping small businesses obtain a fair proportion of Federal
contracting opportunities, and helping small, disadvantaged, and women-owned businesses build their
potential to compete more successfully in a global economy. During FY 2008 and FY 2009, the OIG will
focus on SBA'’s oversight of, and current issues affecting, Government Contracting and Business
Development programs. For example:

» There has been a high level of Congressional interest in ensuring that small businesses receive a
fair share of Federal contracts. The OIG will continue to assess whether SBA is taking adequate
steps to ensure the integrity of small business contracting, with an emphasis on issues such as
the accuracy of reporting small business contract activity, large businesses being classified as
small businesses, failure to always follow regulations to protect small businesses, training of
government contracting personnel, deterring fraudulent acquisition of government contracts, and
contract bundling.

» The purpose of the Section 8(a) program is to “assist eligible small disadvantaged business
concerns compete in the American economy through business development.” Major
vulnerabilities within this program include limited program oversight; inequitable distribution of
contracting opportunities among participants; a lack of implemented measurable, consistent, and
mandatory criteria pertaining to all aspects of economic disadvantage; a lack of implemented
criteria defining business success for purposes of program graduation; inadequate emphasis on
business development; and a primary database which does not contain the information needed to
successfully manage the program. The OIG will continue to review these issues and SBA’s
management of the 8(a) program.
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Disaster Assistance

During FY 2008 and FY 2009, the OIG will initiate or continue ongoing reviews to determine whether:
loan recipients are receiving duplicate benefits from other agencies or from insurance proceeds and, if so,
if the SBA loans are being appropriately reduced; SBA has controls in place to effectively process and
monitor loan modifications associated with relocations; SBA adequately monitors disaster loans with
deferred repayment to allow maximum collections by SBA; disaster staff levels are appropriate and staff
are properly trained and deployed; loan progress payments are adequately supported and made in
accordance with the SBA procedures; loan servicing centers adequately service and transfer loans to
liquidation in a timely manner; cash flow processes and procedures for assessing loan repayment ability
are reasonable; SBA is efficiently and effectively liquidating disaster loans; and disaster loans that fail
within 18 months of the first loan payment received adequate screening and credit evaluation during the
application process and were serviced in accordance with loan provisions and regulations.

Management Challenges

As required by the Reports Consolidation Act of 2000, the OIG annually develops a report of the most
serious Management Challenges facing SBA. The OIG's report on SBA’s top Management Challenges is
included in the Agency’s Performance and Accountability Report (PAR). The Management Challenges
focus on areas that are particularly vulnerable to fraud, waste, error, and mismanagement, or otherwise
pose a significant risk, and generally have been the subject of one or more OIG or Government
Accountability Office reports. In FY 2009, the OIG will continue to identify serious Management
Challenges facing the Agency and will work throughout the year with SBA management to resolve
identified issues as quickly and efficiently as possible.

Strategic Goal 2: Promote and Foster Integrity in SBA Programs and Operations

The OIG directly supports the Agency’s mission by detecting, investigating, and deterring fraud and other
wrongdoing in SBA programs and operations. OIG activities strive to ensure that SBA employees, loan
applicants, and program participants possess a high level of integrity. This is critical to the proper

administration of SBA’s programs because it helps ensure that SBA resources are utilized by those who
deserve and need them the most.

Objective
» Detect and deter fraud and other criminal activity, misconduct and abuse.

Implementation Strategies

» Give priority to investigations with a potentially broad systemic impact.

» Assess trends, target areas of greatest vulnerability and gaps in controls, and recommend
systemic control improvements.

» Develop proactive investigations to uncover fraud and other wrongdoing.

» Emphasize the use of debarment and other administrative actions to deter fraud and other
wrongdoing.

» Expand outreach with lenders and SBA officials to educate them on how to identify and prevent
potential fraud and other wrongdoing.

» Provide Agency decision makers with timely background information about program participants
and Agency employees to identify potential risks.

» Respond in a timely and effective manner to complaints and referrals.
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FY 2007 Accomplishments

The OIG continued a nationwide focus on promoting a high level of integrity in SBA programs and
safeguarding SBA resources from fraud, waste, and abuse. During FY 2007, OIG investigations resulted
in 79 indictments, 60 convictions, almost $21 million in potential recoveries and fines, and almost $10
million in loan/contracts not approved or canceled.

The SBA Disaster Loan program was the focus of much effort during FY 2007. In order to address fraud
allegations associated with the 2005 Gulf Coast hurricanes, the OIG opened a new Southern Regional
Office in New Orleans at the end of FY 2006. Working in conjunction with the Hurricane Katrina Fraud
Task Force, the OIG made 26 arrests and obtained 29 indictments and 22 convictions from the Task
Force’s inception through September 30, 2007. As disaster loans come due after the initial 12-month
deferral of payments, the OIG anticipates more allegations of fraud and potential loss to SBA. The types
of allegations being investigated include unauthorized use of loan proceeds, material false statements in
the application process, false/counterfeit supporting documentation, and false assertions regarding
primary residency in affected areas at the time of the disaster. In one case, a CPA made false
statements to several lenders in Louisiana so that they would approve four loans totaling approximately
$2.9 million. She impersonated an SBA employee and falsely represented that SBA disaster loans had
been approved and committed for businesses controlled by her employer. The CPA pled guilty to making
false statements relating to loan and credit applications. The OIG has also investigated and prosecuted
multiple subjects who applied for disaster assistance claiming that their primary residences were in the
affected hurricane areas when, in fact, they were not.

Although the disaster loan program generated many cases in FY 2007, SBA'’s largest potential exposure
to loss is in the Section 7(a) and Section 504 business loan programs. The OIG continued to uncover
numerous fraudulent schemes in this area involving false statements, counterfeit documents, misuse of
proceeds, and a range of other violations. One such case involved a borrower who inflated his Personal
Financial Statement and failed to disclose a prior bankruptcy when he applied for an SBA-guaranteed
loan of $1.5 million to purchase a cabinet making business. As a result of the OIG investigation, he was
sentenced to 12 months in prison, 5 years supervised release, and was ordered to pay restitution of
$886,506. In another case, a hotel owner was sentenced to 6 months home detention, 3 years
supervised release, and was ordered to pay $263,000 in restitution for failing to disclose that he was a
convicted felon when applying for a $1.15 million SBA-guaranteed loan to buy the hotel.

Another focus during FY 2007 was loan agent fraud. A loan agent is employed and compensated by an
applicant or lender to prepare an SBA loan application and/or refer the applicant to a lender (or vice
versa). One loan agent manipulated the Section 7(a) loan program by recruiting unqualified borrowers to
falsely obtain nine SBA-guaranteed loans, valued at $9.5 million, for convenience stores. As a result of
the OIG investigation, the loan agent was sentenced to 5 years probation and ordered to pay $8.8 million
in restitution jointly with four other defendants.

The OIG has also been actively combating corruption in the government. In one case during FY 2007,
the former Assistant District Director of SBA’s 8(a) Business Development Program in Puerto Rico was
sentenced to 4 years in prison for accepting bribe payments in exchange for using his authority to award
over $16 million in SBA 8(a) sole source contracts to an engineering firm. In another case, a business
owner pled guilty to bribery charges relating to his application for a $594,000 loan through SBA’s 504 loan
program. The applicant falsely claimed he was a U.S. citizen on the application. When the SBA
requested evidence of naturalization, he admitted he was not a U.S. citizen but requested a meeting with
an SBA official. At the meeting (staged by SBA OIG agents), the applicant again admitted he was not a
U.S. citizen, but presented a counterfeit certificate of naturalization for the SBA loan file and offered a
$5,000 cash bribe to an undercover SBA OIG agent to influence an official act. The applicant’s
sentencing is pending.

The OIG’s Office of Security Operations ensures that participants in programs involving business loans,
disaster assistance loans, Section 8(a) certifications, surety bond guarantees, small business investment
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companies, and certified development companies meet SBA character standards. To accomplish this,
the security staff utilizes name checks and, where appropriate, fingerprint checks to determine criminal
background information. During FY 2007, the OIG processed 3,344 external name check requests for
these programs. Based on data from its on-line connection with the FBI, the OIG also refers applicants
who appear ineligible because of character issues to program officials for adjudication. As a result of OIG
referrals during this reporting period, SBA business loan program managers declined 83 applications
totaling over $29 million and disaster loan program officials declined 148 applications totaling over

$10 million.

The OIG continues to use its Early Fraud Detection Working Group to proactively identify loans that may
indicate fraud and to determine trends involving specific lenders or geographical areas. In another
proactive effort to prevent future dollar losses, the OIG has issued a fraud alert to SBA employees and
lenders about schemes affecting the SBAExpress loan program. The OIG also conducted 18 fraud
awareness presentations for representatives of lending institutions, SBA, other federal and local
agencies, and law enforcement organizations.

The OIG believes that it is in the public interest to debar parties who have a history of fraud, or otherwise
lack business integrity, from conducting business with the Federal Government. Accordingly, the OIG has
adopted a proactive program to identify SBA program participants that have demonstrated a lack of
business integrity and submit debarment recommendations to the SBA. During FY 2007, the OIG
recommended 17 debarments. The Agency issued 6 final debarments.

The OIG’s activities and accomplishments are discussed in more detail in the office’s Semiannual Reports
to Congress. Statistical highlights are also provided in the OIG’s FY 2007 Performance Report later in
this document.

FY 2008 — FY 2009 Planned Performance

During FY 2008 and FY 2009, in addition to conducting audits and reviews that are required by statutes
and other directives, the OIG will focus on the most critical risks facing SBA, as discussed above, and on
improving program and operational processes. Several areas of emphasis are discussed below.
Additional activities and strategies for accomplishing this strategic goal are contained in the OIG’s

FY 2008/2009 Performance Plan later in this document.

Loan Agent Fraud

The OIG will continue its national initiative to detect fraud committed by loan agents, such as packagers
and brokers. As previously mentioned, a loan agent is sometimes hired by an applicant or lender to
assist the applicant in obtaining an SBA loan. Although honest loan agents can help small businesses
gain access to capital, some dishonest ones have perpetrated fraudulent schemes involving tens of
millions of dollars in loans. These fraudulent loans often default for non-payment, and SBA is forced to
use taxpayer funds to purchase the guaranteed portions of the loans.

As an example of the scope of this issue, the OIG is working a case involving multiple loan agents that is
developing into one of the most significant fraud schemes ever investigated by the OIG. This conspiracy,
which is being investigated jointly with the U.S. Secret Service, involves at least 76 fraudulent SBA-
guaranteed loans totaling over $76 million. To date, the investigation has resulted in the indictment of

31 individuals, including the former executive vice president of the participating SBA non-bank lender, as
well as a bank vice president who aided in the scheme by providing false financial documents to assist in
the approval of these loans. To date, recoveries and cost savings total approximately $16 million.

Due to the increased criminal activity seen through the above mentioned investigation, the OIG
established a new office in Detroit, Michigan. Through work with other law enforcement agencies in the
Detroit area, the OIG has gained additional knowledge of the methods, practices, and culture of
organized groups, at times involving loan agents and corrupt lending officials, who are committing fraud
against the SBA. The OIG’s ability to quickly develop multi-subject investigations, involving millions of
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dollars in SBA-guaranteed loan funds, indicates there is a significant fraud problem for the SBA in this
area of the country. Through ongoing investigative efforts (e.g., analysis of loan files, development of
informants, and expansion of intelligence) and by working closely with the U.S. Attorney’s Office, the Joint
Terrorism Task Force, and other law enforcement agencies, the OIG’s case inventory has increased so
significantly that the OIG regularly has had up to three agents from other cities working on temporary
assignments in Detroit. These fraud trends are expected to continue in the Detroit area for years to
come.

Disaster Loans

The Disaster Loan program provides low-interest loans to disaster victims. Some unscrupulous
applicants attempt to defraud this program, taking advantage of the fact that the loans are made in
emergency situations requiring immediate assistance. The OIG will continue to devote substantial
resources to identifying and prosecuting fraud related to loans made as a result of the 2004 hurricanes in
Florida, the 2005 Gulf Coast hurricanes, and other disasters around the country. For example, because
of the threat of hurricanes impacting Florida and the surrounding states on an annual basis, as well as the
crime statistics for this state, the OIG established a new office in Miami, Florida, to better respond to fraud
referrals involving SBA loans.

SBAExpress Loans

The SBAExpress program allows qualified lenders to use their own procedures to make loans up to
$350,000 with a maximum SBA guaranty of 50 percent. While such latitude can expedite credit to small
businesses, the limited level of SBA oversight has created opportunities for organized individuals or
groups to secure multiple loans, often under $50,000 each, by having relatives, friends, and associates
apply on behalf of shell or non-existent businesses using false identities and inflated business incomes.
Across the country, the OIG has seen an increased number of cases, with millions of dollars at risk,
involving the SBAEXpress loan program.

In one case, over 50 fraudulent SBAExpress loan applications, possessing common fictitious information,
were submitted to multiple lenders by an organized group hoping to obtain funds for illicit purposes. Prior
to the disbursement of the majority of the loans, the OIG made contact with the involved banks allowing
the lenders to deny most of these fraudulent applications. Investigation of the loan agent and borrowers
associated with this case is continuing.

Government Contracting

One serious government contracting issue involves companies that misrepresent themselves as small,
minority-owned or disadvantaged businesses to gain an unfair advantage in the Federal marketplace.
Another area of concern relates to corrupt contractors who attempt to influence the award process by
paying bribes and gratuities to government officials involved in the contracting process. In a recent joint
case involving 8(a) contractors, six subjects were indicted and have pled guilty for their role in a
multimillion dollar bribery scheme centered on steering Department of Defense contracts to a company
owned by one of the subjects.

Security Operations

The OIG’s Office of Security Operations will continue processing name checks and, where appropriate,
fingerprint checks to ensure that applicants meet certain character standards before participating in
programs involving business loans, disaster assistance loans, Section 8(a) certifications, surety bond
guaranties, SBICs, and certified development companies. Almost $288 million in loans have been
declined during the last 10 years due to character eligibility issues, thereby making credit available to
other applicants with no such issues. The OIG also performs background investigations for SBA
employees in public trust and national security positions.
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U.S. SMALL BUSINESS ADMINISTRATION
OFFICE OF INSPECTOR GENERAL

FISCAL YEAR 2008/2009 PERFORMANCE PLAN &
FISCAL YEAR 2007 PERFORMANCE REPORT

OIG Vision

The OIG strives to identify significant issues and provide recommendations and solutions to correct,
reduce or eliminate problem areas or fraudulent schemes that could adversely impact the efficiency,
effectiveness or integrity of SBA’s programs and operations.

Performance Plan Alignment

This 2-year Performance Plan aligns with the statutory responsibilities of the OIG under the IG Act, the
Small Business Act, the Small Business Investment Act, an increasing number of Government-wide
mandates, and with the OIG’s FY 2006 — 2011 Strategic Plan. The Strategic Plan reflects a rethinking
and refining of earlier strategic goals and planning framework in order to focus OIG efforts on identifying
the larger systemic problems in SBA’s programs and operations. In an era of tight budgets, the OIG must
focus on the most significant risks to SBA and the taxpayer, and on improving program and operational
processes. Audit and Investigative plans are designed to assist SBA in meeting the challenges it faces
and accomplishing its mission in the most effective, efficient, and economical manner possible.

The two goals in the OIG’s Strategic Plan are designed to align available resources and manage auditing
and investigative activities in the light of SBA’s most significant challenges and risks. For FY 2008 and
FY 2009, strategies and performance indicators/measures have been developed for each of these goals
to guide the OIG’s auditing and investigative efforts.

The role of the OIG is to provide value to customers and stakeholders. The role of performance
measurement is to deliver insights about that value. The OIG’s goals encompass measures that will
assist in evaluating the OIG’s success in achieving its goals and objectives; however, a critical indicator of
the OIG’s accomplishments in fulfilling the requirements of the IG Act and other mandates will be the
results demonstrated twice a year in the OIG’s Semiannual Reports to Congress. These reports are
located at http://www.sba.gov/IG/igsemiannual.html.

Fiscal Year 2008/2009 Activities and Strategies for Accomplishing
OIG Strategic Goals

» Give priority to complex projects focusing on SBA activities that pose the greatest risk of financial
losses, or that need controls to improve the integrity or effectiveness of program service delivery.

» Perform oversight of the FY 2008 and 2009 SBA financial statement audits — a statutory
requirement — and reviews of Federal Information Systems Controls related to the financial
operations, both of which are conducted by an external auditor.

» Conduct Federal Information Security Management Act reviews — a mandatory annual
requirement — including assessing controls over Personally Identifiable Information.
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» Assess the effectiveness of and controls over disaster assistance loan making, servicing,
collection, and liquidation processes to identify processing problems, duplication of benefits, and
potential fraud.

» Perform Gulf Coast hurricane related audits focusing on prevention of problems, including
reviewing internal controls, monitoring and advising department officials on precedent-setting
decisions, and assessing the quality of loans.

» Review the effectiveness of SBA’s oversight of selected financial assistance programs.

» Identify serious Management Challenges facing the Agency and work throughout the year with
SBA management to resolve identified issues as quickly and efficiently as possible.

» Give priority to investigations where fraud is committed by loan agents and lenders.

» Focus on criminal investigation and prosecution of fraudulent activities committed within SBA
programs that possess a potential for high risk: the Disaster Loan, SBIC, 7(a) Business Loan,
and SBAExpress Programs.

» Expand outreach with Lenders and SBA officials to deter fraud and abuse.

» Continue efforts to work in cross-divisional teams to analyze data, assess trends, target areas of
vulnerability and recommend systemic control improvements.

» Recommend debarments and other administrative enforcement actions to foster program
integrity.

» Conduct character screenings on certain SBA program participants and complete required
background checks on SBA employees and contractors to ensure the integrity of operations.

> Protect the integrity of SBA programs through recommendations that assistance be denied to
those found to be of poor character.

> Review selected data systems supporting the collection of SBA’s performance data.

» Monitor SBA’s implementation of replacement systems and components of its core financial
legacy-based Loan Accounting System (LAS).

» Assess the effectiveness of SBA’s business loan liquidation activities.

» Assess the effectiveness of, and controls over, the collection of business loan program
receivables.

» Assess the reliability of data input into the LAS and its impact on SBA'’s risk management and
mitigation efforts.

> Perform selected reactive audits and investigations based on complaints received.
> Review the SBIC examination and funding processes.

» Review selected outsourcing by SBA of its functions and activities to determine whether the
projected savings were realized.

» Conduct a follow-up review of selected past significant audit reports completed at least 3 years
ago to assess the effectiveness of the corrective action implemented by SBA.
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Assess effectiveness of SBA oversight of its various Government contracting programs.

Conduct mandated audits and reviews of selected SBA programs and activities, including
preferred sureties, and use of cosponsorships and gifts.

Review proposed legislation, regulations, and Agency directives proposed by or affecting SBA
and provide salient comments to reduce confusion, waste, and inefficiency.

OIG Operational Strategies

The OIG also uses the following operational strategies to achieve its goals.

» Attract, develop, and retain a highly skilled OIG workforce, and provide them with the tools,
services, and processes necessary to continuously improve productivity.

» Develop an internal work environment that allows OIG employees to understand how their work is
important in meeting OIG strategic goals.

» Ensure the integrity and reliability of work products by subjecting OIG operations to internal
review, as well as to external “peer” reviews by other Federal OIGs.

» Use the annual planning and budget processes to manage OIG operations effectively and
efficiently.

» Ensure effective two-way communication with customers, stakeholders, employees, and
interested parties to identify opportunities for improvement.
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Performance Measures/Indicators

Measures/Indicators?
(In addition to the OIG’s Semiannual
Reports)

FY 2007
Actual

FY 2008
Estimate

FY 2009
Estimate

Qual

lity

Value of monetary recoveries and
savings resulting from audits, other
reports, investigations and security
checks.

$129.7
million

$59.2
million?

$68.8
million?

Percent of all report recommendations
agreed to by management within 6
months of report issuance.

90%

7%

78%

Percent of all investigative cases opened
during the fiscal year that involve fraud
with potential dollar losses of $100,000
or more committed against SBA.

53%%

60%2

60%2

Percent of all investigative cases closed
during the fiscal year that were referred
for criminal or civil prosecution, or SBA

administrative action.

74%

80%

80%

Timeli

ness

Percent of audit projects completed
within budgeted hours and milestones,
or in established timeframe.

90%

87%

88%

Percent of all investigative cases
accepted by prosecutors, referred for
Agency action, or closed during the
fiscal year in which the acceptance,
referral or closure occurred within 18
months of case initiation.

74%

70%

75%

Disallowed costs agreed to by management;

Recommendations that funds be put to better use agreed to by management;

Potential investigative recoveries and fines; an

d

Loans/contracts not made as a result of investigations and name checks.
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Achievement of the OIG’s goals is subject to a number of external factors (see the “Performance
Measurement Limitations” section of this document).

The out-year estimates for this measure are the averages for the previous five years. This measure includes:

Percentage of cases over $100,000 has decreased due to lower dollar losses involving Gulf Coast hurricane cases.
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Anticipated Impact/Outcomes of OIG Efforts under Strategic Goals

» Reduction of risks to, and increased integrity of, Agency programs and operations.
» Resolution of OlG-identified Management Challenges.
» Improvement of efficiency and effectiveness in the delivery of SBA programs.
» Enhancement of internal controls.
» Reduction of fraud and abuse in SBA programs and operations.
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Highlights of Fiscal Year 2007 OIG Activities

During FY 2007, the OIG’s efforts resulted in nearly $130 million in cost avoidances and potential
recoveries and fines, as shown in the following table.

Office-wide Dollar Accomplishments
October 1, 2006 — September 30, 2007

Potential Investigative Recoveries and Fines $20,791,370
Loans/Contracts Not Made as Result of Investigations $9,717,113
Loans Not Made as Result of Name Checks $39,680,038
Disallowed Costs Agreed to by Agency Management $27,567,922
Recommendations that Funds Be Put to Better Use Agreed to by Agency Management $31,980,000
Total $129,736,443

OIG efforts can be broken down into two main categories that are generally aligned with the OIG’s two
strategic goals: (1) efficiency and effectiveness of SBA programs; and (2) fraud deterrence and detection
in SBA programs.

Efficiency and Effectiveness of SBA Programs
During the first 6 months of FY 2007, the OIG issued 17 reports with significant recommendations for

improving Agency operations, reducing fraud and unnecessary losses, and recovering funds.

Efficiency and Effectiveness Activities
October 1, 2006 — September 30, 2007

Reports Issued 34
Recommendations Issued 138
Dollar Value of Costs Questioned $28,009,202
Dollar Value of Recommendations that Funds Be Put to Better Use $31,980,000

Follow-up Activities
October 1, 2006 — September 30, 2007

Recommendations for which Management Decisions were made during

the Reporting Period 155
Disallowed Costs Agreed to By Agency Management $27,567,922
Dollar Value of Recommendations that Funds Be Put to Better Use Agreed to by

$31,980,000
Agency Management
Recommendations without a Management Decision at the End of the o8
Reporting Period
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Legislation/Regulations/Standard Operating Procedures (SOPs)/Other Reviews

October 1, 2006 — September 30, 2007

Legislation Reviewed 6
Regulations Reviewed 17
Standard Operating Procedures and Other Issuances* Reviewed 113
Total 136

*These include policy notices, procedural notices, Administrator’s action memoranda, and other Agency initiatives, which

frequently involve the implementation of new programs and policies.

Fraud Detection and Deterrence in SBA Programs

The OIG conducts a nationwide program to prevent and detect illegal and/or improper activities involving
SBA programs, operations, and personnel. This function is fulfilled through the performance of criminal,
civil, and administrative investigations. OIG staff utilize a full range of investigative techniques including
arrest warrants, search warrants, and electronic monitoring. OIG also performs a deterrent function

through educational outreach to lenders and employees.

Fraud Detection and Deterrence Activities

October 1, 2006 — September 30, 2007

Cases Opened 99
Cases Closed 65
Indictments and Convictions
October 1, 2006 — September 30, 2007
Indictments from OIG Cases 79
Convictions from OIG Cases 60
Recoveries and Management Avoidances
October 1, 2006 — September 30, 2007
Potential Recoveries and Fines as a Result of OIG Investigations $20,791,370
Loans/Contracts Not Approved as a Result of OIG Investigations $9,717,113
Loans Not Approved as a Result of the Name Check Program $39,680,038
Total $70,188,521
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Performance Measurement Limitations

The achievement of the OIG’s goals is subject to a number of external factors. For example, the majority
of the OIG’s work is in response to referrals of suspected fraud, complaints, requests for auditing and
investigative services, and an increasing number of statutory and other requirements. Further, decreases
in personnel or funding resources would adversely affect achievement. In addition, implementation of
OIG recommendations for program improvements rests with the Agency. The OIG also cannot control
the results of judicial or administrative proceedings, or collect monetary sanctions imposed by the courts
or the Agency as a result of its reviews or investigations. Due to these and other external factors, actual
accomplishments may vary from year to year.

Data Validation and Verification

Designated OIG staff is responsible for collecting, maintaining, and reporting performance data. As
appropriate, quantitative data is collected and stored in Management Information Systems. Results are
reported in accordance with legislative requirements. OIG management will review reported data for
consistency with general performance observations. Each year, the OIG will reevaluate whether
measures are effectively designed, useful, and results-oriented. Based on this evaluation, the OIG will
determine whether performance measures should be revised for the next planning cycle.
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U.S. SMALL BUSINESS ADMINISTRATION
OFFICE OF INSPECTOR GENERAL

ORGANIZATIONAL STRUCTURE

The OIG is composed of the Immediate Office of the Inspector General and four Divisions: Auditing;
Investigations; Counsel; and Management and Policy. The OIG has staff located in the following
locations: Atlanta, GA; Chicago, IL; Dallas, TX; Denver, CO; Detroit, MI; Houston, TX; Herndon, VA;
Kansas City, MO; Los Angeles, CA; Miami, FL; New Orleans, LA; New York, NY; Philadelphia, PA;
Tacoma, WA; and Washington, DC.

The Auditing Division performs program performance reviews, internal control assessments, and
financial, IT, and mandated audits, and oversees audits by contractors to promote the economical,
efficient, and effective operation of SBA programs.

The Investigations Division manages a program to prevent and detect illegal and/or improper activities
involving SBA programs, operations, and personnel. Criminal investigators carry out a full range of
traditional law enforcement functions. The Security Operations staff ensures that all SBA employees and
contractors have the appropriate background investigations and security clearances for their duties and
conducts the name check program, which provides SBA officials with character-eligibility information on
loan applicants and other potential program participants.

The Counsel Division provides legal and ethics advice to all OIG components, represents the OIG in
litigation arising out of or affecting OIG operations, assists with the prosecution of civil enforcement
matters, processes subpoenas and Freedom of Information and Privacy Act requests, and reviews and
comments on proposed Agency policies, regulations, legislation, and procedures.

The Management and Policy Division provides business support (e.g., budget, financial management,
human resources, IT, and procurement) for the various OIG functions, coordinates preparation of the
OIG’s Semiannual Report to Congress, the Report on the Most Serious Management Challenges Facing
SBA, and OIG strategic and annual plans.
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